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INDEPENDENT AUDITOR’S REPORT
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Amman - Jordan

Opinion

We have audited the consolidated financial statements of Arab Bank Group and its subsidiaries
(the “Group”) which comprise the consolidated statement of financial position as at 31 December
2021, and the consolidated statement of income, consolidated statement of comprehensive
income, consolidated statement of changes in equity and consolidated statement of cash flows
for the year then ended, and notes to the consolidated financial statements, including a summary
of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the financial position of the Group as of 31 December 2021, and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards (IFRSS).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards, are further described in the Auditor's Responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants’
International Code of Ethics for Professional Accountants (including International Independence
Standards) (IESBA Code) together with the ethical requirements that are relevant to our audit of
the consolidated financial statements in Jordan, and we have fulfilled our other ethical
responsibilities in accordance with these requirements and the IESBA Code. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
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Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the consolidated financial statements for the year ended 31 December 2021. These
matters were addressed in the context of our audit of the consolidated financial statements as a
whole, and in forming our opinion thereon, and we do not provide a separate opinion on these
matters. For each matter below, our description of how our audit addressed the matter provided
in that context .

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The
results of our audit procedures, including the procedures performed to address the matters below,
provide the basis for our audit opinion on the accompanying consolidated financial statements.

1. Inadequate allowances (ECL) for credit facilities
Refer to note (13) to the consolidated financial statements

Key audit matter How the key audit matter was addressed in the
audit:

This is considered as a key audit matter as the
Group exercises significant judgement to
determine when and how much to record as
impairment.

Our audit procedures included the following:

We gained an understanding of the Group's key
credit processes comprising granting and booking
and tested the operating effectiveness of key

Credit facilities form a major portion of the Group's | ~ntrols over these processes.

assets, there is a risk that inappropriate impairment
provisions are booked, whether from the use of | We read the Group’s impairment provisioning
inaccurate underlying data, or the use of | policy and compared it with the requirements of
unreasonable  assumptions. Due to the | IFRS 9 as well as relevant regulatory guidelines
significance of the judgments used in classifying | and pronouncements.

credit facilities into various stages stipulated in
IFRS 9 and determining related provision
requirements, this audit area is considered a key
audit risk.

e We assessed the Group’s expected credit
loss model, in particular focusing on its
alignment of the expected credit loss model
and its underlying methodology with the

As of 31 December 2021, the Group's gross credit requirements of IFRS 9.

facilities amounted to USD 34.6 billion and the
related impairment provision amounted to USD 2.6
billion. The impairment provision policy is
presented in the accounting policies in note (4) to
the consolidated financial statements.

e We examined a sample of exposures,
assessed on an individual basis and
performed procedures to evaluate the
following:

0 Appropriateness of the Group’s staging.

0 Appropriateness of determining
Exposure at Default, including the
consideration of repayments in the cash
flows and the resultant arithmetical
calculations

0 Appropriateness of the PD, EAD and
LGD used for different exposures at
different stages.

0 Appropriateness of the internal rating
and the objectivity, competency and
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independence of the experts involved in
this exercise.

0 Soundness and mathematical integrity
of the ECL Model.

o For exposures moved between stages
we have checked the appropriateness
of the Group’'s determination of
significant increase in credit risk and
the resultant basis for classification of
exposures into various stages. We also
checked the timely identification of
exposures with a significant deterioration
in credit quality.

o For exposures determined to be
individually impaired, we re-preformed
the ECL calculation. We also obtained
an understanding of the latest
developments in the counterparty’s
situation of the latest developments in
estimate of future cash flows, current
financial position any rescheduling or
restructuring agreements.

e For forward looking assumptions used by the
Group in its Expected Credit Loss (“ECL”)
calculations, we held discussions with
management and corroborated the assumptions
using publicly available information.

e We assessed the financial statements
disclosures to ensure compliance with
IFRS 9. Refer to the accounting policies, critical
accounting estimates and judgments, disclosures
of credit facilities and on ECL in notes (4), (5), (7)
and (13) to the consolidated financial statements.

2. Valuation of Unquoted Investments and Derivatives
Refer to notes (12) and (43) to the consolidated financial statements

Key audit matter

The valuation of unquoted investment and derivatives
are complex areas that require the use of models and
forecasting of future cash flows including other
factors to determine the fair value of investments and
derivatives. As of 31 December 2021, the unquoted
equities, positive and negative fair value of
derivatives amounted to USD 212 million, USD 87
million and USD 96 million, respectively.

How the key audit matter was addressed in the
audit:

Our audit procedures included, amongst others, an
assessment of the methodology and the
appropriateness of the valuation models and inputs
used to value the unquoted equities and derivatives.
As part of these audit procedures, we assessed the
reasonableness of key inputs used in the valuation
such as the expected cash flows, discount rate by
benchmarking them with external data.

Disclosures of unquoted investments and derivatives
are detailed in notes (12) and (43) to the consolidated
financial statements.
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Other information included in the Group’s 2021 annual report.

Other information consists of the information included in the Bank’'s 2021 Annual Report other
than the consolidated financial statements and our auditor's report thereon. Management is
responsible for the other information. The Bank’s 2021 Annual Report is expected to be made
available to us after the date of this auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we
will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information identified above when it becomes available and, in doing so, consider
whether the other information is materially inconsistent with the consolidated financial statements
or our knowledge obtained in the audit or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs, and for such internal control as management determines
is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of
these consolidated financial statements.
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As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Group’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e« Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Group’s ability to
continue as a going concern. If we conclude that a material uncertainty exist, we are required
to draw attention in our auditor’s report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor’s report. However future
events or conditions may cause the Group to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.

« Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.
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From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the consolidated financial statements of the
current period, and are therefore the key audit matters. We describe these matters in our auditor’s
report, unless law or regulation precludes public disclosure about the matter or when, in extremely
rare circumstances, we determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonable be expected to outweigh the
public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

The Group maintains proper books of accounts, which are in agreement from all material aspects
with the consolidated financial statements.

The partner in charge of the audit resulting in this auditor’s report was Bishr Ibrahim Baker; license
number 592.
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ARAB BANK GROUP

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

ASSETS

Cash and balances with central banks
Balances with banks and financial institutions
Deposits with banks and financial institutions
Financial assets at fair value through profit or loss
Financial derivatives - positive fair value
Direct credit facilities at amortized cost
Financial assets at fair value through other comprehensive income
Other financial assets at amortized cost
Investments in associates
Fixed assets
Other assets
Deferred tax assets

Total Assets

LIABILITIES AND OWNERS' EQUITY

Banks' and financial institutions' deposits
Customers' deposits
Cash margin
Financial derivatives - negative fair value
Borrowed funds
Provision for income tax
Other provisions
Other liabilities
Deferred tax liabilities
Total Liabilities

Equity
Share capital
Share premium
Statutory reserve
Voluntary reserve
General reserve
General banking risks reserve
Reserves with associates
Foreign currency translation reserve
Investments revaluation reserve
Retained earnings
Total Equity Attributable to the Shareholders of the Bank
Perpetual tier 1 capital bonds
Non-controlling interests
Total Shareholders' Equity
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

The accompanying notes from (1) to (62) are an integral part of these consolidated
financial statements and should be read with them.

31 December

Notes 2021 2020

USD "000 USD "000

8 12006994 10807 627

9 3756284 4601165
10 275 494 288 165
11 72343 304 054
43 86 585 91510
13 31188786 23907 858
12 687 854 409 715
14 10561173 8762789
15 3412899 3804212
16 531 955 458 518
17 976 269 763 137
18 248 498 214933
63805134 _ 54413683

19 3992699 3974226
20 44485511 36235138
21 2607131 2483253
43 95 809 170 956
22 622 460 609 791
23 202 477 275 406
24 217 629 230 069
25 1252771 1040409
26 7295 5672
53483782 45024920
27 926 615 926 615
27 1225747 1225747
28 926 615 926 615
29 977 315 977 315
30 1211927 1141824
31 154 171 224274
1540896 1540 896
32 (291987) (160 209)
33 (312553) (295 797)
35 2067984 2775635
9326730 92820915

34 438 449 -

35 556 173 105 848
10321352 9388 763
63805134 _ 54 413683




ARAB BANK GROUP
CONSOLIDATED STATEMENT OF INCOME

Notes 2021 2020
REVENUE USD *000 USD *000
Interest income 36 2208981 2 068 368
Less: interest expense 37 858 554 865 306
Net interest income 1350 427 1203 062
Net commissions income 38 347 956 270 398
Net interest and commissions income 1698 383 1473 460
Foreign exchange differences 110933 100 624
Gain from financial assets at fair value through profit or loss 39 4197 3580
Dividends on financial assets at fair value through other comprehensive income 12 6 088 5710
Group's share of profits of associates 15 276 818 296 365
Other revenue 40 73 246 51 296
TOTAL INCOME 2 169 665 1931035
EXPENSES
Employees' expenses 41 597 361 509 633
Other expenses 42 378 504 314 420
Depreciation and amortization 16,17 83 635 63 350
Provision for impairment - ECL 7 560 093 658 330
Impairment of investments held for sale 50 000 13000
Other provisions 24 11977 22221
TOTAL EXPENSES 1681570 1580 954
PROFIT FOR THE YEAR BEFORE INCOME TAX 488 095 350 081
Less: Income tax expense 23 173578 154 797
PROFIT FOR THE YEAR 314517 195 284
Attributable to :
Bank's shareholders 306 721 192 791
Non-controlling interests 35 7796 2493
Total 314 517 195 284
Earnings per share attributable to the Bank's Shareholders
- Basic and Diluted (US Dollars) 57 0.46 0.30

The accompanying notes from (1) to (62) are an integral part of these consolidated financial

statements and should be read with them.




ARAB BANK GROUP

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Profit for the Year

Add: Other comprehensive income items - after tax

Items that will be subsequently transferred to the consolidated statement of Income

Exchange differences arising from the translation of foreign operations
Revaluation on financial assets at fair value through other comprehensive income

Items that will not be subsequently transferred to the consolidated statement of Income

Net change in fair value of financial assets at fair value through other comprehensive income
Change in investments revaluation reserve

(Loss) from sale of financial assets at fair value through other comprehensive income

Total Other Comprehensive Income Items - after tax

TOTAL COMPREHNSIVE INCOME FOR THE YEAR

Attributable to :
- Bank's shareholders

- Non-controlling interests

Total

2021 2020
USD '000 USD '000
314 517 195 284
(134 776) 105 061
(1100) -

(22 057) 1848
(17 325) 4101
(4732) (2 253)
(157 933) 106 909
156 584 302 193
155 976 285 538
608 16 655

156 584 302 193

The accompanying notes from (1) to (62) are an integral part of these consolidated

financial statements and should be read with them.



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

General Foreign Investments Total Equity Perpetual

. . Statutory Voluntary N N Reserves with Currency N Retained Attributable tothe ~ Non-Controlling petu Total Share

Notes Share Capital ~ Share Premium General Reserve  Banking Risks N N Revaluation . Bonds (Tier 1 N N
Reserve Reserve Associates Translation Earnings Shareholders of the Interests y holders' Equity

Reserve Reserve Capital)
Reserve Bank
USD '000 UsSD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000
For the year ended 2021

Balance at the Beginning of the year 926 615 1225747 926 615 977 315 1141824 224274 1540 896 (160 209) (295 797) 2775635 9282915 105 848 - 9388763
Profit for the year - - - - - - - - - 306 721 306 721 779 - 314517
Other comprehensive income for the year - - - - - - - (131778) (18 967) - (150 745) (7188) - (157 933)
Total Comprehensive Income for the Year - - - - - - - (131778) (18967) 306 721 155 976 608 - 156 584

Transferred from general banking risk reserve - - - - 70 103 (70103) - - - - - - - -

Transferred from Investments revaluation reserve to retained earnings - - - - - - - - 2211 (2211) - - - -
Dividends 35 - - - - - - - - - (111 944) (111 944) (2115) - (114 059)
Acquisition of Oman Arab Bank 6 - - - - - - - - - - - 466 817 188 449 655 266
Issuance of Perpetual Bonds (Tier 1 Capital) - - - - - - - - - - - - 250 000 250 000
Adjustments during the year - - - - - - - - - (217) (217) (14 985) - (15 202)
Balance at the End of the Year 926 615 1225747 926 615 977 315 1211927 154171 1540 896 (291 987) (312553) 2967 984 9326 730 556 173 438 449 10321 352

For_the year ended 2020

Balance at the Beginning of the year 926 615 1225747 926 615 977 315 1141824 238952 1540 896 (252 925) (298 403) 2584537 9011173 91278 - 9102 451
Profit for the year - - - - - - - - - 192 791 192 791 2493 - 195 284
Other comprehensive income for the year - - - - - - - 92716 31 - 92 747 14 162 - 106 909
Total Comprehensive Income for the Year - - - - - - - 92716 31 192 791 285538 16 655 - 302193

Transferred from general banking risk reserve - - - - - (14 678) - - - 14 678 - - - -

Transferred from Investments revaluation reserve to retained earnings - - - - - - - - 2575 (2575) - - - -
Investments revaluation reserve transferred to non-controlling interests - - - - - - - - - - - (322) - (322)
Dividends 35 - - - - - - - - - - - (1763) - (1763)
Changes in associate equity - - - - - - - - - (5504) (5504) - - (5504)
Adjustments during the year - - - - - - (8292) (8292) - - (8292)
Balance at the End of the Year 926 615 1225747 926 615 977 315 1141824 224274 1540 896 (160 209) (295 797) 2775635 9282915 105 848 - 9388763

- Retained earnings include restricted deferred tax assets in the amount of USD 248.5 million. Restricted retained earnings that cannot be distributed or otherwise utilized except only under certain circumstances, as a result of adopting of certain International Accounting Standards, amounted to USD 2.8 million as of 31 December 2021.

- The Bank cannot use a restricted amount of USD 312.6 million which the negative i

reserve in

with the il

of the Jordan Securities Commission and Central Bank of Jordan as of 31 December 2021.

The accompanying notes from (1) to (62) are an integral part of these consolidated financial statements and should be read with them.



ARAB BANK GROUP
CONSOLIDATED STATEMENT OF CASH FLOWS

Notes 2021 2020
CASH FLOWS FROM OPERATING ACTIVITIES USD '000 USD '000
Profit for the year before income tax 488 095 350 081
Adjustments for:
- Depreciation 16 69 151 48 906
- Amortization of intangible assets 17 14 484 14 444
- Depreciation right of use assets 17 23749 17 297
- Expected credit losses on financial assets 7 560 093 658 330
- Net accrued interest (110 253) (50881)
- (Gain) from sale of fixed assets (8114) ( 795)
- (Gain) from revaluation of financial assets at fair value through profit or loss 39 (2971) ( 516)
- Dividends from financial assets at fair value through other comprehensive income 12 (6088) (5710)
- Group's share of profits of associates 15 (276 818) (296 365)
- Provision for impairment of investments held for sale 50 000 13 000
- Other provisions 11977 22221
Total 813 305 770012
(Increase) decrease in assets:
Balances with central banks (maturing after 3 months) - 68 001
Deposits with banks and financial institutions (maturing after 3 months) 48 270 24 326
Direct credit facilities at amortized cost (891 783) (450 370)
Financial assets at fair value through profit and loss 235729 215515
Other assets and financial derivatives 130 131 (52 949)
Increase (decrease) in liabilities:
Bank and financial institutions deposits (maturing after 3 months) (547 462) 362 743
Customers' deposits 1093 724 3080143
Cash margin 123 878 (599 500)
Other liabilities and financial derivatives (168 051) 43 622
Net Cash from Operating Activities before Income Tax 837 741 3461543
Income tax paid 23 (284 360) (284 714)
Net Cash from Operating Activities 553 381 3176 829
CASH FLOWS FROM INVESTING ACTIVITIES
(Purchase) of financial assets at fair value through other comprehensive income (175 386) (23751)
(Purchase) Maturity of other financial assets at amortized cost (1290 286) 131029
(Increase) of investments in associates 15 ( 96) (139532)
Acquisition of Oman Arab Bank 6 689 119 -
Dividends received from associates 15 194 106 143 364
Dividends from financial assets at fair value through other comprehensive income 12 6088 5710
(Increase) in fixed assets - Net 16 (77 348) (47 827)
Proceeds from selling fixed assets 42 039 2672
(Purchase) of intangible assets - Net 17 (26 868) (18 425)
Net Cash generated (used in) from Investing Activities (638 632) 53 240
CASH FLOWS FROM FINANCING ACTIVITIES
(Decrease) Increase in borrowed funds (39279) 276 855
Increase in Perpetual Bonds 250 000 -
Interest on Perpetual Bonds (29 382) -
Dividends paid to shareholders (114 211) ( 928)
Dividends paid to non-controlling interests (2115) (1763)
Net Cash generated from Financing Activities 65013 274 164
Net (Decrease) Increase in Cash and Cash Equivalents (20 238) 3504 233
Exchange differences - change in foreign exchange rates (131778) 92 716
Cash and cash equivalent at the beginning of the year 12 412 068 8815119
Cash and Cash Equivalent at the End of the Year 59 12 260 052 12 412 068
Operational cash flows from interest
Interest Received 2368443 2089 363
Interest Paid 809 345 937 182

The accompanying notes from (1) to (62) are an integral part of these consolidated financial
statements and should be read with them.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2021

1. GENERAL

Arab Bank was established in 1930, and is registered as a Jordanian Public Shareholding Limited
Company. The Head Office of the Bank is domiciled in Amman — Hashemite Kingdom of Jordan and
the Bank operates worldwide through its 77 branches in Jordan and 130 branches abroad. Also, the
Bank operates through its subsidiaries and Arab Bank (Switzerland).

Arab Bank PLC shares are traded on Amman Stock Exchange. The shareholders of Arab Bank PLC
are the same shareholders of Arab Bank Switzerland (every 18 shares of Arab Bank PLC equal/
traded for 1 share of Arab Bank Switzerland).

The accompanying consolidated financial statements were approved by the Board of Directors in its

meeting number (1) on 30 January 2022 and are subject to the approval of the General Assembly
and the Central Bank of Jordan.

2.(A) BASIS OF PREPARATION

The accompanying consolidated financial statements are prepared in accordance with International
Financial Reporting Standards issued by the International Accounting Standards Board.

Arab Bank Group adheres to the local regulations and instructions of the Central Bank of Jordan, as
well as to the prevailing regulations in the countries where the Group operates.

The consolidated financial statements are prepared in accordance with the historical cost principle,
except for financial assets through profit or loss, financial assets through other comprehensive income
and financial derivatives which are stated at fair value as of the date of the consolidated financial
statements.

The consolidated financial statements are presented in US dollars (USD) which is the functional
currency of the Group. For each entity in the Group, the Bank determines the functional currency
and items included in the financial statements of each entity are measured using that functional
currency.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2021

2.(B) BASIS OF CONSOLIDATION

The accompanying consolidated financial statements of Arab Bank Group, presented in US dollars,
comprise the financial statements of Arab Bank plc, Arab Bank Switzerland (Limited) and the
following key subsidiaries:

Percentage of Date of Place of Paid-up
Company Name ownership (%) Acquisition Principal Activity Incorporation Capital
2021 2020
Europe Arab Bank plc 100.00 100.00 2006 Banking United Kingdom €570m
Arab Bank Australia Limited 100.00 100.00 1994 Banking Australia AUD 119.3m
Islamic International Arab Bank plc 100.00 100.00 1997 Banking Jordan JD 100m
Arab National Leasing Company L.L.C. 100.00 100.00 1996 Financial
Leasing Jordan JD 50m
Al-Arabi Investment Group L.L.C. 100.00 100.00 1996 Brokerage and
Financial Services Jordan JD 14m
Arab Sudanese Bank Limited 100.00 100.00 2008 Banking Sudan SDG 117.5m
Al Arabi Investment Group - Palestine 100.00 100.00 2009 Brokerage and
Financial Services Palestine JD 1.7m
Arab Tunisian Bank 64.24 64.24 1982 Banking Tunisia TND 128m
Oman Arab Bank S.A.O. 49.00 49.00 1984 Banking Oman OMR 166.9m
Arab Bank Syria 51.29 51.29 2005 Banking Syria SYP 5.05b
Al Nisr Al Arabi Insurance Company PLC 50.00 50.00 2006 Insurance Jordan JD 10m

Control is achieved when the Group is exposed, or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns through its power over the investee.
Specifically, the Group controls an investee if and only if the Group has:

e Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee).

e Exposure, or rights, to variable returns from its involvement with the investee.

e The ability to use its power over the investee to affect its returns.

When the Group has less than a majority of the voting or similar rights of an investee, the Group
considers all relevant facts and circumstances in assessing whether it has power over an investee,
including:

e The contractual arrangement with the other vote holders of the investee.
¢ Rights arising from other contractual arrangements.
e The Group’s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases
when the Group loses control of the subsidiary. Income and expenses of a subsidiary acquired or
disposed of during the year are included in the statement of comprehensive income from the date the
Group gains control until the date the Group ceases to control the subsidiary.

-2-



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2021

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity
holders of the parent of the Group and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. When necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into line with the Group’s accounting
policies. All intra-group assets and liabilities, equity, income, expenses and cash flows relating to
transactions between members of the Group are eliminated in full on consolidation.

A change in the ownership interest of a subsidiary without a loss of control is accounted for as an
equity transaction. If the Group loses control over a subsidiary, it:

- Derecognizes the assets (including goodwill) and liabilities of the subsidiary.

- Derecognizes the carrying amount of any non- controlling interests.

- Derecognizes the cumulative translation differences, recorded in equity.

- Recognizes the fair value of the consideration received.

- Recognizes the fair value of any investment retained.

- Recognizes the gain or loss resulted from loss of control.

- Reclassifies the parent’s share of components previously recognized in OCI to profit or loss.

3. CHANGES IN ACCOUNTING POLICIES

The accounting policies adopted in the preparation of the consolidated financial statements are
consistent with those used in the preparation of the consolidated financial statements for the year
ended 31 December 2020, except for the adoption of the following new standards effective as of 1
January 2021:

Interest Rate Benchmark Reform — Phase 2: Amendments to IFRS 9, IAS 39, IFRS 7,
IFRS 4 and IFRS 16

The amendments provide temporary reliefs which address the financial reporting effects when an
interbank offered rate (IBOR) is replaced with an alternative nearly risk-free interest rate (RFR). The
amendments include the following practical expedients :

. To require contractual changes, or changes to cash flows that are directly required by the
reform, to be treated as changes to a floating interest rate, equivalent to a movement in a
market rate of interest,

. To permit changes required by IBOR reform to be made to hedge designations and hedge
documentation without the hedging relationship being discontinued,
. To provide temporary relief to entities from having to meet the separately identifiable

requirement when an RFR instrument is designated as a hedge of a risk component .

The Group expects to have a minimal impact because the transition is done and expected to be done
on economically equivalent rates and therefore no material modification gain or loss will take place.



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2021

Covid-19-Related Rent Concessions beyond 30 June 2021 Amendments to IFRS 16

On 28" May 2020, the IASB issued Covid-19-Related Rent Concessions - amendment to IFRS 16
Leases. The amendments provide relief to lessees from applying IFRS 16 guidance on lease
modification accounting for rent concessions arising as a direct consequence of the Covid-19
pandemic. As a practical expedient, a lessee may elect not to assess whether a Covid-19 related rent
concession from a lessor is a lease modification. A lessee that makes this election accounts for any
change in lease payments resulting from the Covid-19 related rent concession the same way it would
account for the change under IFRS 16, if the change were not a lease Modification.

The amendment was intended to apply until 30" June 2021, but as the impact of the Covid-19
pandemic is continuing, on 31% March 2021, the IASB extended the period of application of the
practical expedient to 30" June 2022. The amendment applies to annual reporting periods beginning
on or after 1% April 2021.

However, the Group has not received Covid-19-related rent concessions, but plans to apply
the practical expedient if it becomes applicable within allowed period of application.

4. SIGNIFICANT ACCOUNTING POLICIES

Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The cost of an
acquisition is measured as the aggregate of the consideration transferred measured at
acquisition date fair value, and the amount of any non-controlling interests in the acquiree.
For each business combination, the Group elects whether to measure the non-controlling
interests in the acquiree at fair value or at the proportionate share of the acquiree’s
identifiable net assets. Acquisition-related costs are expensed as incurred and included in
administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed
for appropriate classification and designation in accordance with the contractual terms,
economic circumstances and pertinent conditions as at the acquisition date. This includes the
separation of embedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, any previously held equity interest is
remeasured at its acquisition date fair value and any resulting gain or loss is recognised in
profit or loss.
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Any contingent consideration to be transferred by the acquirer will be recognised at fair value
at the acquisition date. Contingent consideration classified as an asset or liability that is a
financial instrument and within the scope of IFRS 9 Financial Instruments, is measured at fair
value with changes in fair value recognised in the consolidated statement of comprehensive
income.

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration
transferred and the amount recognised for non-controlling interests, and any previous interest
held, over the net identifiable assets acquired and liabilities assumed. If the fair value of the
net assets acquired is in excess of the aggregate consideration transferred, the Group re-
assesses whether it has correctly identified all of the assets acquired and all of the liabilities
assumed and reviews the procedures used to measure the amounts to be recognised at the
acquisition date. If the reassessment still results in an excess of the fair value of net assets
acquired over the aggregate consideration transferred, then the gain is recognised in profit or
loss.

After initial recognition, goodwill is measured at cost less any accumulated impairment
losses. For the purpose of impairment testing, goodwill acquired in a business combination
is, from the acquisition date, allocated to each of the Group’s cash-generating units that are
expected to benefit from the combination, irrespective of whether other assets or liabilities of
the acquiree are assigned to those units.

Where goodwill has been allocated to a cash-generating unit and part of the operation within
that unit is disposed of, the goodwill associated with the disposed operation is included in the
carrying amount of the operation when determining the gain or loss on disposal. Goodwiill
disposed in these circumstances is measured based on the relative values of the disposed
operation and the portion of the cash-generating unit retained.

Hedges directly affected by interest rate benchmark reform
Accounting relief relating to hedge accounting provided by International Accounting Standard
Board during the phase 1 and phase 2 are being considered.

At the time of the transition to risk free rates, hedge documentation, which currently refers to
Libor, will be updated to reflect the transition to the new reference rate for the hedging item
and the hedging instrument in every case. Economic equivalency will be maintained and
therefore no material P&L impact is anticipated.

For this purpose, the hedge designation is amended only to make one or more of the
following changes:
o Designating an alternative benchmark rate as the hedged risk.
o Updating the description of the hedged item, including the description of the
designated portion of the cash flows or fair value being hedged; or
Updating the description of the hedging instrument.
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Recognition of Interest Income

The effective interest rate method

In accordance with IFRS 9, interest income is recognized using the effective interest rate method for
all financial instruments at amortized cost and financial instruments at fair value through the income
statement or through other comprehensive income. The effective interest rate is the rate that
discounts estimated future cash receipts over the expected life of the financial instrument, or, shorter
period, to the net carrying amount of the financial asset.

The EIR (and therefore, the amortized cost of the asset) is calculated by taking into account any
discount or premium on acquisition, fees and costs that are an integral part of the EIR. The Group
recognizes interest income using a rate of return that represents the best estimate of a constant rate
of return over the expected life of the loan. Hence, it recognizes the effect of potentially different
interest rates charged at various stages, and other characteristics of the product life cycle (including
prepayments, penalty interest and charges).

If expectations regarding the cash flows on the financial asset are revised for reasons other than
credit risk. The adjustment is booked as a positive or negative adjustment to the carrying amount of
the asset in the consolidated statement of financial position with an increase or reduction in interest
income. The adjustment is subsequently amortized through interest and similar income in the
consolidated statement of income.

Interest and similar income and expense

For all financial instruments measured at amortized cost, financial instruments designated at FVOCI
and FVTPL, interest income or expense is recorded using the EIR. The calculation takes into account
all of the contractual terms of the financial instrument (for example, prepayment options) and includes
any fees or incremental costs that are directly attributable to the instrument and are an integral part of
the EIR, but not future credit losses.

When the recorded value of a financial asset or a group of similar financial assets has been reduced
by an impairment loss, interest income continues to be recognized using the rate of interest used to
discount the future cash flows for the purpose of measuring the impairment loss.

The Bank also holds investments in assets of countries with negative interest rates. The Bank
discloses interest paid on these assets as interest expense.
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Fee and commission income
Fee income can be divided into the following two categories:
A. Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that period. These
fees include commission income and private wealth and asset management fees, custody and other
management fees.

B. Fee income forming an integral part of the corresponding financial instrument

Fees that the Bank considers to be an integral part of the corresponding financial instruments include:
loan origination fees, loan commitment fees for loans that are likely to be drawn down and other credit
related fees.

Financial Instruments — Initial Recognition

Date of recognition

Financial assets and liabilities, with the exception of loans and advances to customers and balances
due to customers, are initially recognized on the trade date, i.e., the date that the Group becomes a
party to the contractual provisions of the instrument. This includes regular way trades: purchases or
sales of financial assets that require delivery of assets within the time frame generally established by
regulation or convention in the market place. Loans and advances to customers are recognized when
funds are transferred to the customers’ accounts. The Group recognizes balances due to customers
when funds are transferred to the Group.

Initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their contractual terms and
the business model for managing the instruments. Financial instruments are initially measured at their
fair value, except in the case of financial assets and financial liabilities recorded at FVTPL,
transaction costs are added to, or subtracted from, this amount. Trade receivables are measured at
the transaction price. When the fair value of financial instruments at initial recognition differs from the
transaction price, the Group accounts for the Day 1 profit or loss, as described below.

Day 1 profit or loss

When the transaction price of the instrument differs from the fair value at origination and the fair value
is based on a valuation technique using only inputs observable in market transactions, the Group
recognizes the difference between the transaction price and fair value in net trading income. In those
cases where fair value is based on models for which some of the inputs are not observable, the
difference between the transaction price and the fair value is deferred and is only recognized in profit
or loss when the inputs become observable, or when the instrument is derecognized.
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Measurement categories of financial assets and liabilities

The Group classifies its financial assets (Debt Instruments) based on the business model for
managing the assets and the asset’s contractual terms, measured at either:

 Amortized cost
« FVOCI
« FVTPL

The Group classifies and measures its derivative and trading portfolio at FVTPL. The Group may
designate financial instruments at FVTPL, if so doing eliminates or significantly reduces measurement
or recognition inconsistencies.

Financial liabilities, other than loan commitments and financial guarantees, are measured at
amortized cost or at FVTPL when they are held for trading and derivative instruments or the fair value
designation is applied.

Financial Assets and Liabilities

The Group only measures due from banks, loans and advances to customers and other financial
investments at amortized cost if both of the following conditions are met:

+ The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows.

* The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest (SPPI) on the principal amount outstanding.

The details of these conditions are outlined below.

Business model assessment

The Group determines its business model at the level that best reflects how it manages groups of
financial assets to achieve its business objective.

The Group’s business model is not assessed on an instrument-by-instrument basis, but at a higher
level of aggregated portfolios and is based on observable factors such as:

*  How the performance of the business model and the financial assets held within that business
model are evaluated and reported to the entity's key management personnel
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* The risks that affect the performance of the business model (and the financial assets held within
that business model) and, in particular, the way those risks are managed

+ How managers of the business are compensated (for example, whether the compensation is
based on the fair value of the assets managed or on the contractual cash flows collected)

+ The expected frequency, value and timing of sales are also important aspects of the Group’s
assessment.

The business model assessment is based on reasonably expected scenarios without taking ‘worst
case' or 'stress case’ scenarios into account. If cash flows after initial recognition are realized in a way
that is different from the Group’s original expectations, the Group does not change the classification of
the remaining financial assets held in that business model, but incorporates such information when
assessing newly originated or newly purchased financial assets going forward.

The SPPI test

As a second step of its classification process the Group assesses the contractual terms of financial to
identify whether they meet the SPPI test.

‘Principal’ for the purpose of this test is defined as the fair value of the financial asset at initial
recognition and may change over the life of the financial asset (for example, if there are repayments
of principal or amortization of the premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration
for the time value of money and credit risk. To make the SPPI assessment, the Group applies
judgement and considers relevant factors such as the currency in which the financial asset is
denominated, and the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or volatility in
the contractual cash flows that are unrelated to a basic lending arrangement do not give rise to
contractual cash flows that are solely payments of principal and interest on the amount outstanding. In
such cases, the financial asset is required to be measured at FVTPL.

Derivatives recorded at fair value through profit or loss

A derivative is a financial instrument or other contract with all three of the following characteristics:

+ Its value changes in response to the change in a specified interest rate, financial instrument price,
commodity price, foreign exchange rate, index of prices or rates, credit rating or credit index, or
other variable, provided that, in the case of a non-financial variable, it is not specific to a party to
the contract (i.e., the 'underlying’).
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* It requires no initial net investment or an initial net investment that is smaller than would be
required for other types of contracts expected to have a similar response to changes in market
factors.

* ltis settled at a future date.

The Group enters into derivative transactions with various counterparties. These include interest rate
swaps, futures and cross-currency swaps. Derivatives are recorded at fair value and carried as assets
when their fair value is positive and as liabilities when their fair value is negative. Changes in the fair

value of derivatives are included in net trading income unless hedge accounting is applied.

Debt instruments at FVOCI

The Group measures of debt instruments at FVOCI when both of the following conditions are met:

* The instrument is held within a business model, the objective of which is achieved by both
collecting contractual cash flows and selling financial assets
» The contractual terms of the financial asset meet the SPPI test

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising due to
changes in fair value recognized in OCI. Interest income and foreign exchange gains and losses are
recognized in profit or loss in the same manner as for financial assets measured at amortized cost.
Where the Group holds more than one investment in the same security, they are deemed to be
disposed of on a first—in first—out basis. On derecognition, cumulative gains or losses previously
recognized in OCI are reclassified from OCI to profit or loss.

Equity instruments at FVOCI

Upon initial recognition, the Group occasionally elects to classify irrevocably some of its equity
investments as equity instruments at FVOCI when they meet the definition of definition of Equity
under IAS 32 Financial Instruments: Presentation and are not held for trading. Such classification is
determined on an instrument-by-instrument basis.

Gains and losses on these equity instruments are never recycled to profit. Dividends are recognized
in profit or loss as other operating income when the right of the payment has been established, except
when the Group benefits from such proceeds as a recovery of part of the cost of the instrument, in
which case, such gains are recorded in OCI. Equity instruments at FVOCI are not subject to an
impairment assessment.
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Financial assets and financial liabilities at fair value through profit or loss

Financial assets and financial liabilities at FVTPL are recorded in the consolidated statement of
financial position at fair value. Changes in fair value are recorded in profit and loss with the exception
of movements in fair value of liabilities designated at FVTPL due to changes in the Group’s own credit
risk. Such changes in fair value are recorded in the Own credit reserve through OCI and do not get
recycled to the profit or loss. Interest earned or incurred on instruments designated at FVTPL is
accrued in interest income or interest expense, respectively, using the EIR, taking into account any
discount/ premium and qualifying transaction costs being an integral part of instrument. Interest earnt
on assets mandatorily required to be measured at FVTPL is recorded using contractual interest rate.
Dividend income from equity instruments measured at FVTPL is recorded in profit or loss as other
operating income when the right to the payment has been established.

Financial guarantees, letters of credit and undrawn loan commitments

The Group issues financial guarantees, letters of credit and loan commitments.

Financial guarantees are initially recognized in the consolidated financial statements (within other
liabilities) at fair value, being the premium received. Subsequent to initial recognition, the Group’s
liability under each guarantee is measured at the higher of the amount initially recognized less
cumulative amortization recognized in the consolidated statement of income and an ECL provision.

The premium received is recognized in the consolidated statement of income net of fees and
commission income on a straight line basis over the life of the guarantee.

Undrawn loan commitments and letters of credits are commitments under which, over the duration of
the commitment, the Group is required to provide a loan with pre-specified terms to the customer.
Similar to financial guarantee contracts, these contracts are in the scope of the ECL requirements.

The nominal contractual value of financial guarantees, letters of credit and undrawn loan
commitments, where the loan agreed to be provided is on market terms, are not recorded on in the
consolidated statement of financial position.

The Group occasionally issues loan commitments at below market interest rates drawdown. Such

commitments are subsequently measured at the higher of the amount of the ECL and the amount
initially recognized less, when appropriate, the cumulative amount of income recognized.
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Derecognition of financial assets and liabilities

Derecognition due to substantial modification of terms and conditions

The Group derecognizes a financial asset, such as a loan to a customer, when the terms and
conditions have been renegotiated to the extent that, substantially, it becomes a new loan, with the
difference recognized as a derecognition gain or loss, to the extent that an impairment loss has not

already been recorded. The newly recognized loans are classified as Stage 1 for ECL measurement
purposes.

If the modification does not result in cash flows that are substantially different, the modification does
not result in derecognition. Based on the change in cash flows discounted at the original EIR, the
Group records a modification gain or loss, to the extent that an impairment loss has not already been
recorded.

Derecognition other than for substantial modification

A. Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial
assets) is derecognized when the rights to receive cash flows from the financial asset have expired.
The Group also derecognizes the financial asset if it has both transferred the financial asset and the
transfer qualifies for derecognition.

The Group has transferred the financial asset if, and only if, either:

* The Group has transferred its contractual rights to receive cash flows from the financial asset

Or

* It retains the rights to the cash flows, but has assumed an obligation to pay the received cash
flows in full without material delay to a third party under a ‘pass—through’ arrangement

Pass-through arrangements are transactions whereby the Group retains the contractual rights to
receive the cash flows of a financial asset (the 'original asset'), but assumes a contractual obligation
to pay those cash flows to one or more entities (the ‘eventual recipients'), when all of the following
three conditions are met:
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* The Group has no obligation to pay amounts to the eventual recipients unless it has collected
equivalent amounts from the original asset, excluding short-term advances with the right to full
recovery of the amount lent plus accrued interest at market rates

* The Group cannot sell or pledge the original asset other than as security to the eventual recipients

+ The Group has to remit any cash flows it collects on behalf of the eventual recipients without
material delay. In addition, the Group is not entitled to reinvest such cash flows, except for
investments in cash or cash equivalents including interest earned, during the period between the
collection date and the date of required remittance to the eventual recipients.

A transfer only qualifies for derecognition if either:
* The Group has transferred substantially all the risks and rewards of the asset
Or

* The Group has neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred control of the asset

The Group considers control to be transferred if and only if, the transferee has the practical ability to
sell the asset in its entirety to an unrelated third party and is able to exercise that ability unilaterally
and without imposing additional restrictions on the transfer.

When the Group has neither transferred nor retained substantially all the risks and rewards and has
retained control of the asset, the asset continues to be recognized only to the extent of the Group’s
continuing involvement, in which case, the Group also recognizes an associated liability. The
transferred asset and the associated liability are measured on a basis that reflects the rights and
obligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at
the lower of the original carrying amount of the asset and the maximum amount of consideration the
Group could be required to pay.

If continuing involvement takes the form of a written or purchased option (or both) on the transferred
asset, the continuing involvement is measured at the value the Group would be required to pay upon
repurchase. In the case of a written put option on an asset that is measured at fair value, the extent of
the entity's continuing involvement is limited to the lower of the fair value of the transferred asset and
the option exercise price.
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B. Financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged, cancelled or
expires. Where an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of a
new liability. The difference between the carrying value of the original financial liability and the
consideration paid is recognized in profit or loss.

Impairment of financial assets
Overview of the ECL principles

The Group records the allowance for expected credit loss for all loans and other debt financial assets
not held at FVTPL, together with loan commitments and financial guarantee contracts, in this section
all referred to as financial instruments’. Equity instruments are not subject to impairment under IFRS
9.

The ECL allowance is based on the credit losses expected to arise over the life of the asset (the
lifetime expected credit loss or LTECL), unless there has been no significant increase in credit risk
since origination, in which case, the allowance is based on the 12 months’ expected credit loss.

The 12mECL is the portion of LTECLs that represent the ECLs that result from default events on a
financial instrument that are possible within the 12 months after the reporting date.

Both LTECLs and 12mECLs are calculated on either an individual basis or a collective basis,
depending on the nature of the underlying portfolio of financial instruments.

The Group has established a policy to perform an assessment, at the end of each reporting period, of
whether a financial instrument’s credit risk has increased significantly since initial recognition, by
considering the change in the risk of default occurring over the remaining life of the financial
instrument.
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Based on the above process, the Group groups its financial assets into Stage 1, Stage 2 and Stage 3,
as described below:

Stage 1: When financial assets are first recognized, the Group recognizes an allowance based on
12mECLs. Stage 1 loans also include facilities where the credit risk has improved and
the loan has been reclassified from Stage 2.

Stage 2: When a financial asset has shown a significant increase in credit risk since origination,
the Group records an allowance for the LTECLs. Stage 2 loans also include facilities,
where the credit risk has improved and the loan has been reclassified from Stage 3.

Stage 3: Financial assets considered credit-impaired. The Group records an allowance for the
LTECLs.

For financial assets for which the Group has no reasonable expectations of recovering either the
entire outstanding amount, or a proportion thereof, the gross carrying amount of the financial asset is

reduced. This is considered a (partial) derecognition of the financial asset.

The Group’s internal credit rating system:

The main measure of Credit Risk is at the counterparty level where the exposure is measured in line
with the bank’s credit standards applicable by the bank and detailed in the policies and procedures.
Therefore, Arab Bank implemented an Internal Rating methodology to assess the customers
financially and non-financially. In parallel, Arab Bank is using Moody’s Risk Analyst (MRA), it is a
financial analysis and ratings platform that aggregates gquantitative and qualitative information on
individual obligors to obtain an assessment that can be used to determine a credit rating for each
obligor and the related probability of default (PD). The MRA model went through validation,
optimization and calibration phases which lead to the development of a new model. It worthwhile to
mention that MRA is complementing AB Internal Rating to better comply with regulatory requirements
i.e BASEL.

The MRA Rating System is centrally managed by Risk Management Department at Head Office
noting that the Corporate and Investment Banking and the Credit Department are the main users. The
Customers’ Ratings are being reviewed on annual basis using the two rating methodology (AB
Internal Rating and MRA) during the annual review of the customers’ facilities.
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The calculation of ECLs

The Group calculates ECLs based on a three probability-weighted scenarios to measure the expected
cash shortfalls, discounted at an approximation to the EIR. A cash shortfall is the difference between
the cash flows that are due to an entity in accordance with the contract and the cash flows that the
entity expects to receive. During 2020 and due to the recent developments and the abnormal situation
resulted from COVID-19 pandemic, an additional downside scenario was used by the management
for calculating the ECL for the year ended 31 December 2020 and until 30 June 2021. During the third
quarter of the year 2021 the management resolved to use three scenarios using probability weight for
each scenario based on the management best estimate for their likelihood. For certain countries,
management continued to use more than three scenarios based on their judgment and as a response
for developments of COVID — 19 pandemic in these countries. Below are the weights for each
scenario for the years 2021 and 2020:

Scenario Assigned weighted average Assigned weighted average
31 December 2021 31 December 2020

Baseline 45% 35%

Upside 20% 15%

Downside 1 35% 20%

Downside 2 - 30%

The mechanism of the ECL calculations are outlined below and the key elements are, as follows:

PD The Probability of Default is an estimate of the likelihood of default over a given time
horizon. A default may only happen at a certain time over the assessed period.

EAD The Exposure at Default is an estimate of the exposure at a future default date, taking
into account expected changes in the exposure after the reporting date, including
repayments of principal and interest, whether scheduled by contract or otherwise,
expected drawdowns on committed facilities, and accrued interest from missed
payments.

LGD The Loss Given Default is an estimate of the loss arising in the case where a default
occurs at a given time. It is based on the difference between the contractual cash flows
due and those that the lender would expect to receive, including from the realization of
any collateral. It is usually expressed as a percentage of the EAD.
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When estimating the ECLs, the Group considers four scenarios. Each of these is associated with
different PDs, EADs and LGDs. When relevant, the assessment of multiple scenarios also
incorporates how defaulted loans are expected to be recovered, including the probability that the
loans will cure and the value of collateral or the amount that might be received for selling the asset.

With the exception of credit cards and other revolving facilities, the maximum period for which the
credit losses are determined is the contractual life of a financial instrument unless the Group has the
legal right to call it earlier.

Impairment losses and releases are accounted for and disclosed separately from modification losses
or gains that are accounted for as an adjustment of the financial asset’s gross carrying value.

The mechanism of the ECL method are summarized below:

Stage 1:

Stage 2:

Stage 3:

Loan commitments
and letter of credit

The 12mECL is calculated as the portion of LTECLs that represent the ECLs
that result from default events on a financial instrument that are possible
within the 12 months after the reporting date. The Group calculates the
12mECL allowance based on the expectation of a default occurring in the 12
months following the reporting date. These expected 12-month default
probabilities are applied to a forecast EAD and multiplied by the expected
LGD and discounted by an approximation to the original EIR. This calculation
is made for each of the four scenarios, as explained above.

When a financial asset has shown a significant increase in credit risk since
origination, the Group records an allowance for the LTECLS. The mechanics
are similar to those explained above, including the use of multiple scenarios,
but PDs and LGDs are estimated over the lifetime of the instrument.

The expected cash shortfalls are discounted by an approximation to the
original EIR.

For financial assets which are considered credit-impaired, the Group
recognizes the lifetime expected credit losses for these loans. The method is
similar to that for Stage 2 assets, with the PD set at 100% and with higher
LGD than the first two stages.

When estimating LTECLs for undrawn loan commitments, the Group
estimates the expected portion of the loan commitment that will be drawn
down over its expected life. The ECL is then based on the present value of
the expected shortfalls in cash flows if the loan is drawn down, based on a
probability-weighting of the four scenarios. The expected cash shortfalls are
discounted at an approximation to the expected EIR on the loan.
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Financial guarantee
contracts The Group’s liability under each guarantee is measured at the higher of the
amount initially recognized less cumulative amortization recognized in the
consolidated statement of income, and the ECL provision. For this purpose,
the Group estimates ECLs based on the present value of the expected
payments to reimburse the holder for a credit loss that it incurs. The shortfalls
are discounted by the risk-adjusted interest rate relevant to the exposure.

The calculation is made using a probability-weighting of the four scenarios.
The ECLs related to financial guarantee contracts are recognized within other

liabilities.

Debt instruments measured at fair value through OCI

The ECLs for debt instruments measured at FVOCI do not reduce the carrying amount of these
financial assets in the consolidated statement of financial position, which remains at fair value.
Instead, an amount equal to the allowance that would arise if the assets were measured at amortized
cost is recognized in OCI as an accumulated impairment amount, with a corresponding charge to
profit or loss. The accumulated loss recognized in OCI is recycled to the profit and loss upon
derecognition of the assets.

Credit cards and other revolving facilities

The Group’s product offering includes a variety of corporate and retail overdraft and credit cards
facilities, in which the Group has the right to cancel and/or reduce the facilities with one day’s notice.
The Group does not limit its exposure to credit losses to the contractual notice period, but, instead
calculates ECL over a period that reflects the Group’s expectations of the customer behavior, its
likelihood of default and the Group’s future risk mitigation procedures, which could include reducing or
cancelling the facilities.

The ongoing assessment of whether a significant increase in credit risk has occurred for revolving
facilities is similar to other lending products. This is based on shifts in the customer’s internal credit
grade.

The interest rate used to discount the ECLs for credit cards is based on the effective interest rate.

The calculation of ECLs, including the estimation of the expected period of exposure and discount
rate is made, on an individual basis for corporate and on a collective basis for retail products. The
collective assessments are made separately for portfolios of facilities with similar credit risk
characteristics.
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Forward looking information

In its ECL models, the Group relies on a broad range of forward looking information as economic
inputs, such as:

*  GDP growth
* Unemployment rates
+ Central Bank base rates

The inputs and models used for calculating ECLs may not always capture all characteristics of the
market at the date of the consolidated financial statements. To reflect this, qualitative adjustments or
overlays are occasionally made as temporary adjustments when such differences are significantly
material.

Collateral valuation

To mitigate its credit risks on financial assets, the Group seeks to use collateral, where possible. The
collateral comes in various forms, such as cash, securities, letters of credit/guarantees, real estate,
receivables, inventories, other non-financial assets and credit enhancements such as netting
agreements. Collateral, unless repossessed, is not recorded on the Group’s consolidated statement
of financial position. However, the fair value of collateral affects the calculation of ECLSs. It is generally
assessed, at a minimum, at inception and re-assessed periodically. However, some collateral, for
example, cash or securities relating to margining requirements, is valued daily.

To the extent possible, the Group uses active market data for valuing financial assets held as
collateral. Other financial assets which do not have readily determinable market values are valued
using models. Non-financial collateral, such as real estate, is valued based on data provided by third
parties such as mortgage brokers, or based on housing price indices.

Collateral repossessed

The Group’s policy is to determine whether a repossessed asset can be best used for its internal
operations or should be sold. Assets determined to be useful for the internal operations are
transferred to their relevant asset category at the lower of their repossessed value or the carrying
value of the original secured asset. Assets for which selling is determined to be a better option are
transferred to assets held for sale at their fair value (if financial assets) and fair value less cost to sell
for non-financial assets at the repossession date in, line with the Group’s policy.
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In its normal course of business, the Group does not physically repossess properties or other assets
in its retail portfolio, but engages external agents to recover funds, generally at auction, to settle
outstanding debt. Any surplus funds are returned to the customers/obligors. As a result of this
practice, the residential properties under legal repossession processes are not recorded on the
balance sheet.

Write-offs

Financial assets are written off either partially or in their entirety only when the Group has stopped
pursuing the recovery. If the amount to be written off is greater than the accumulated loss allowance,
the difference is first treated as an addition to the allowance that is then applied against the gross
carrying amount. Any subsequent recoveries are credited to credit loss expense.

Modified loans

The Group sometimes makes concessions or modifications to the original terms of loans as a
response to the borrower’s financial difficulties, (rather than taking possession or to otherwise enforce
collection of collateral.) The Group considers a loan forborne when such concessions or modifications
are provided as a result of the borrower’s present or expected financial difficulties and the Group
would not have agreed to them if the borrower had been financially healthy. (Indicators of financial
difficulties include defaults on covenants, or significant concerns raised by the Credit Risk
Department). Forbearance may involve extending the payment arrangements and the agreement of
new loan conditions. (Once the terms have been renegotiated, any impairment is measured using the
original EIR as calculated before the modification of terms). It is the Group’s policy to monitor forborne
loans to help ensure that future payments continue to be likely to occur. Derecognition decisions and
classification between Stage 2 and Stage 3 are determined on a case-by-case basis. If these
procedures identify a loss in relation to a loan, it is disclosed and managed as an impaired Stage 3
forborne asset until it is collected or written off.

Leases

The Group assesses at contract inception whether a contract is, or contains, a lease. That is, if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for
consideration.

The Group applies a single recognition and measurement approach for all leases, except for short-

term leases and leases of low-value assets. The Group recognizes lease liabilities to make lease
payments and right-of-use assets representing the right to use the underlying assets.
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Right-of-use assets

The Group recognizes right-of-use assets at the commencement date of the lease (i.e., the date the
underlying asset is available for use). Right-of-use assets are measured at cost, less any
accumulated depreciation and impairment losses, and adjusted for any remeasurement of lease
liabilities.

The cost of right-of-use assets includes the amount of lease obligations recognized, initial direct costs
incurred, and lease payments made at or before the commencement date less any lease incentives
received. Unless the Group is reasonably certain to obtain ownership of the leased asset at the end of
the lease term, the recognized right-of-use assets are depreciated on a straight-line basis over the
shorter of its estimated useful life or the lease term. Right-of-use assets are subject to impairment.

Lease liabilities

At the commencement date of the lease, the Group recognizes lease liabilities measured at the
present value of lease payments to be made over the lease term. The lease payments include fixed
payments (including in-substance fixed payments) less any lease incentives receivable, variable lease
payments that depend on an index or a rate, and amounts expected to be paid under residual value
guarantees. The lease payments also include the exercise price of a purchase option reasonably
certain to be exercised by the Group and payments of penalties for terminating a lease, if the lease
term reflects the Group exercising the option to terminate.

The variable lease payments that do not depend on an index or a rate are recognized as expense in
the period on which the event or condition that triggers the payment occurs.

Short term and low value assets lease

The Group defines short-term leases that have a term of less than 12 months or that all lease
payments have low value.

For these contracts the Group makes recognizes the lease payments as an operating expense on a
straight line basis over the period of the lease, unless another regular basis is more representative of
the time pattern in which the economic benefits from the leased assets are utilized.

Foreign currency translation

Transactions and balances

Transactions in foreign currencies are initially recorded in the functional currency at the spot rate of
exchange ruling at the date of the transaction.
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Monetary assets and liabilities denominated in foreign currencies are retranslated into the functional
currency at the spot rate of exchange at the reporting date. All foreign exchange differences arising
on non-trading activities are taken to other operating income/expense in the income statement.

Non—monetary items that are measured at historical cost in a foreign currency are translated using
the spot exchange rates as at the date of recognition.

Group companies

On consolidation, the assets and liabilities in foreign operations are translated into dollars at the spot
rate of exchange prevailing at the reporting date and their income statements are translated at
average exchange rates during the year. The exchange differences arising on translation for
consolidation are recognised in OCI.

Translation of financial statements of foreign entities / branches operating under hyperinflationary
economy

The results and financial position of an entity whose functional currency is the currency of a
hyperinflationary economy shall be translated into a different presentation currency using the following
procedures :

(a) all amounts (i.e., assets, liabilities, equity items, income and expenses, including
comparatives) shall be translated at the closing rate at the date of the most recent statement
of financial position, except that

(b) when amounts are translated into the currency of a non-hyperinflationary economy,
comparative amounts shall be those that were presented as current year amounts in the
relevant prior year financial statements (i.e., not adjusted for subsequent changes in the price
level or subsequent changes in exchange rates).

Exchange differences arising on the translation of results and financial position of each of the Group’s
consolidated entities are included in Exchange differences on translation of foreign operations in other
comprehensive income and taken to a separate component of equity which is the Foreign currency
translation reserve.

Fixed assets

Fixed assets are stated at historical cost, net of accumulated depreciation and any accumulated
impairment in value. Such cost includes expenditures that are directly attributable to the acquisition of
the asset. When parts of an item of fixed assets have different useful lives, they are accounted for as
separate items of fixed assets.
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Depreciation is charged so as to allocate the cost of assets using the straight-line method, using the
useful lives of the respective assets

Land and assets under construction are not depreciated.

Assets under construction is carried at cost, less any accumulated impairment losses and is
depreciated when the assets are ready for intended use using the same depreciation rate of the
related category with fixed assets.

Fixed assets are derecognized when disposed of or when no future benefits are expected from their
use or disposal.

The gain or loss arising on the disposal of an item (the difference between the net realizable value
and the carrying amount of the asset) is recognized in the consolidated statement of income in the
year that the assets were disposed.

Impairment of non-financial assets -

The Bank assesses at each reporting date whether there is an indication that an asset may be
impaired. If any such indication exists, or when annual impairment testing for an asset is required, the
Bank makes an estimate of the asset's recoverable amount. An asset's recoverable amount is the
higher of an asset's or cash-generating unit's fair value less costs to sell and its value in use and is
determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets. Where the carrying amount of an asset
exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset. In determining fair value less costs to sell, an appropriate
valuation model is used.

These calculations are corroborated by valuation multiples, quoted share prices for publicly traded
subsidiaries or other available fair value indicators.
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Intangible Assets

Goodwill

Goodwill is recorded at cost, and represents the excess amount paid to acquire or purchase the
investment in an associate or a subsidiary on the date of the transaction over the fair value of the net
assets of the associate or subsidiary at the acquisition date. Goodwill resulting from the investment in
a subsidiary is recorded as a separate item as part of intangible assets, while goodwill resulting from
the investment in an associated company constitutes part of the investment in that company.

Goodwill is distributed over the cash generating units for the purpose of testing the impairment in its
value.

The value of goodwill is tested for impairment on the date of the consolidated financial statements.
Goodwill value is reduced when there is evidence that its value has declined or the recoverable value
of the cash generating units is less than book value. The decline in the values is recoded in the
consolidated statement of income as impairment loss.

Other Intangible Assets

Other intangible assets acquired through mergers are stated at fair value at the date of acquisition,
while other intangible assets (not acquired through mergers) are recorded at cost.

Intangible assets are to be classified on the basis of either definite or indefinite useful life. Intangible
assets with definite useful economic lives are amortized over their useful lives using the straight line
method, and recorded as an expense in the consolidated statement of income. Intangible assets with
indefinite lives are reviewed in statement income for impairment as of the consolidated financial
statements date, and impairment loss is recorded in the consolidated statement of income.

Intangible assets resulting from the banks operations are not capitalized. They are rather recorded in
the consolidated statement of income in the same period.

Any indications of impairment in the value of intangible assets as of the consolidated financial

statements date are reviewed. Furthermore, the estimated useful lives of the impaired intangible
assets are reassessed, and any adjustment is made in the subsequent period.
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Repurchase and Resale Agreements

Assets sold with a simultaneous commitment to repurchase them at a future date continue to be
recognized in the consolidated financial statements as a result of the bank’s continuous control over
these assets and as the related risk and benefits are transferred to the Bank upon occurrence. They
also continue to be measured in accordance with the adopted accounting policies. Amounts received
against these contracts are recorded within liabilities under borrowed funds. The difference between
the sale price and the repurchase price is recognized as an interest expense amortized over the
contract period using the effective interest rate method.

Purchased assets with corresponding commitment to sell at a specific future date are not recognized
in the consolidated financial statements because the bank has no control over such assets and the
related risks and benefits are not transferred to the Bank upon occurrence. Payments related to these
contracts are recoded under deposits with banks and other financial institutions or loans and
advances in accordance with the nature of each case. The difference between the purchase price and
resale price is recoded as interest revenue amortized over the life of the contract using the effective
interest rate method.

Capital

Cost of issuing or purchasing the Group’s shares are recorded in retained earnings net of any tax
effect related to these costs. If the issuing or purchase process has not been completed, these costs
are recorded as expenses in the consolidated statement of income.

Perpetual bonds

Perpetual Tier 1 Capital Securities of the Group are recognised under equity and the corresponding
distribution on those instruments are accounted as a debit to retained earnings. The Tier 1 securities
constitute direct, unconditional, subordinated and unsecured obligations of the Bank and are
classified as equity in accordance with IAS 32: Financial Instruments. The Tier 1 securities do not
have a fixed redemption or final maturity date and is redeemable by the Bank at its sole discretion on
the first call date or thereafter on any interest payment date.

Investments in Associates

An associate is an entity over which the Group has significant influence. Significant influence is the
power to participate in the financial and operating policy decisions of the investee, but is not control or
joint control over those policies.

The considerations made in determining significant influence or joint control are similar to those
necessary to determine control over subsidiaries.
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The Group’s investments in its associates are accounted for using the equity method.

Under the equity method, the investment in an associates initially recognised at cost, the carrying
amount of the investment is adjusted to recognise changes in the Group’s share of net assets of the
associates since the acquisition date. Goodwill relating to the associates is included in the carrying
amount of the investment and is neither amortised nor individually tested for impairment.

The consolidated income statement reflects the Group’s share of the results of operations of the
associates. Any change in other comprehensive income of those investees is presented as part of the
Group’s other comprehensive income (OCI). In addition, when there has been a change recognised
directly in the equity of the associates, the Group recognises its share of any changes, when
applicable, in the statement of changes in equity. Unrealised gains and losses resulting from
transactions between the Group and the associates are eliminated to the extent of the interest in the
associates.

The aggregate of the Group’s share of profit or loss of an associate is shown on the face of the
consolidated income statement within operating profit and represents profit or loss after tax and non-
controlling interests in the subsidiaries of the associate.

The financial statements of the associates are prepared for the same reporting period as the Group.
When necessary, adjustments are made to bring the accounting policies in line with those of the
Group.

Income Taxes
Income tax expenses represent current and deferred taxes for the year.

Income tax expense is measured on the basis of taxable income. Taxable income differs from income
reported in the consolidated financial statements, as the latter includes non-taxable revenue, tax
expenses not deductible in the current year but deductible in subsequent years, accumulated losses
approved by tax authorities and items not accepted for tax purposes or subject to tax.

Taxes are calculated on the basis of the enacted tax rates according to the prevailing laws,
regulations and instructions of countries where the Group operates.

Taxes expected to be incurred or recovered as a result of temporary timing differences between the
value of the assets and liabilities in the consolidated financial statements and their respective tax
bases. Deferred taxes are calculated on the basis of the liability method, and according to the rates
expected to be enacted when it is anticipated that the liability will be settled or when tax assets are
recognized.

-26-



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2021

Deferred tax assets are reviewed on the date of the consolidated financial statements, and reduced if
it is expected that no benefit will arise from the deferred tax, partially or totally.

Fair value
The Bank measures financial instruments at fair value at each financial statements date.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

The fair value measurement is based on the presumption that the transaction to sell the asset or
transfer the liability takes place either, in the principal market for the asset or liability, or in the
absence of a principal market, in the most advantageous market for the asset or liability.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best interest.

A fair value measurement of a non-financial asset takes into account a market participant's ability to
generate economic benefits by using the asset in its highest and best use or by selling it to another
market participant that would use the asset in its highest and best use.

The Bank uses valuation techniques that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximizing the use of relevant observable inputs and
minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described as follows, based on the lowest level input that
is significant to the fair value measurement as a whole:

 Levell- Quoted (unadjusted) market prices in active markets for identical assets or liabilities.

* Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable.

* Level 3- Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

-27-



ARAB BANK GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2021

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Bank
determines whether transfers have occurred between Levels in the hierarchy by re-assessing
categorization (based on the lowest level input that is significant to the fair value measurement as a
whole) at the end of each reporting period.

For the purpose of fair value disclosures, the Bank has determined classes of assets and liabilities on
the basis of the nature, characteristics and risks of the asset or liability and the level of the fair value
hierarchy as explained above.

Financial derivatives

Financial derivatives (e.g. currency forward contracts, forward rate agreements, swaps and option
contracts) are recognized at fair value in the consolidated statement of financial position.

Financial derivatives held for hedge purposes

Fair value hedge: Represents hedging for changes in the fair value of the Group’s assets and
liabilities. When the conditions for an effective fair value hedge are met, gains or losses from changes
in the fair value of financial derivatives are recognized in the consolidated statement of income.
Changes in the fair value of the hedged assets or liabilities are also recognized in the consolidated
statement of income.

Cash flow hedge: Represents hedging for changes in the current and expected cash flows of the
Group’s assets and liabilities that affects the consolidated statement of income. When the conditions
for an effective cash flow hedge are met, gains or losses from changes in the fair value of financial
derivatives are recognized in other comprehensive income and are reclassified to the statement of
income in the period in which the hedge transaction has an impact on the consolidated statement of
income.

When the conditions for an effective hedge are not met, gains or losses from changes in the fair value
of financial derivatives are recognized in the consolidated statement of income.

The ineffective portion is recognized in the consolidated statement of income.
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Hedge for net investment in foreign entities when the conditions of the hedge for net investment in
foreign entities are met, fair value is measured for the hedging instrument of the hedged net assets. In
case of an effective relationship, the effective portion of the loss or profit related to the hedging
instrument is recognized in the consolidated statement of comprehensive income and recorded in the
consolidated statement of income when the investment in foreign entities is sold. The ineffective
portion is recognized in the consolidated statement of income.

When the conditions of the effective hedge do not apply, gain or loss resulting from the change in the
fair value of the hedging instrument is recorded in the consolidated statement of income.

Financial derivatives for trading

Financial derivatives held for trading are recognized at fair value in the consolidated statement of
financial position with changes in fair value recognized in the consolidated statement of income.

Foreclosed assets

Such assets are those that have been the subject of foreclosure by the Group, and are initially
recognized among "other assets" at the foreclosure value or fair value whichever is least.

At the date of the consolidated financial statements, foreclosed assets are revalued individually (fair
value less selling cost); any decline in fair value is recognized in the consolidated statement of
income. Any subsequent increase in value is recognized only to the extent that it does not exceed the
previously recognized impairment losses.

Provisions

Provisions are recognized when the Group has an obligation as of the date of the consolidated
financial statements as a result of past events, the obligation is likely to be settled, and a reliable
estimate can be made of the amount of the obligation.

Provision for employees’ end-of-service indemnities is estimated in accordance with the prevailing
rules and regulations in the countries in which the Group operates. The expense for the year is
recognized in the consolidated statement of income. Indemnities paid to employees are reduced from
the provision.

Segments Information

Segment business represents a group of assets and operations shared to produce products or risk
attributable services different from which related to other segments.
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Geographic sector linked to present the products or the services in a specific economic environment
attributable for risk and other income different from which related to other sectors work in other
economic environment.

Assets under Management

These represent the accounts managed by the Group on behalf of its customers, but do not represent
part of the Group’s assets. The fees and commissions on managing these accounts are taken to the
consolidated statement of income. Moreover, a provision is taken for the decline in the value of
capital-guaranteed portfolios managed on behalf of its customers.

Offsetting

Financial assets and financial liabilities are offset, and the net amount is presented in the consolidated
statement of financial position only when there is a legal right to offset the recognized amounts, and
the Group intends to either settle them on a net basis or to realize the assets and settle the liabilities
simultaneously

Cash and cash equivalents
Cash and cash equivalents comprise cash and balances with central banks and balances with banks
and financial institutions maturing within three months, less restricted funds and balances owing to

banks and financial institutions maturing within three months.

5. SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the Group’s consolidated financial statements requires management to make
judgements, estimates and assumptions that affect the reported amounts of revenues, expenses,
assets and liabilities, and the accompanying disclosures, and the disclosure of contingent liabilities.
Uncertainty about these assumptions and estimates could result in outcomes that require a material
adjustment to the carrying amount of assets or liabilities affected in future periods.

In the process of applying the Group’s accounting policies, management has made various
judgements. Those which management has assessed to have the most significant effect on the
amounts recognised in the consolidated financial statements have been discussed in the individual
notes of the related financial statement line items.
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The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year, are also described in the individual notes of the
related financial statement line items below. The Group based its assumptions and estimates on
parameters available when the consolidated financial statements were prepared.

Existing circumstances and assumptions about future developments, however, may change due to
market changes or circumstances arising that are beyond the control of the Group. Such changes are
reflected in the assumptions when they occur.

Management believes that the assumptions adopted in the consolidated financial statements are
reasonable. The details are as follows:

Impairment loss for foreclosed assets is booked after a recent valuation of the acquired
properties has been conducted by approved surveyors. The impairment loss is reviewed
periodically.

- The fiscal year is charged with its portion of income tax expenditures in accordance with the
regulations, laws, and accounting standards. Moreover, deferred tax assets and liabilities and
the income tax provision are recorded.

- The Management periodically reassesses the economic useful life of tangible and Intangible
assets for the purpose of calculating annual depreciation and amortization based on the general
condition of these assets and assessing their expected useful life in the future. The impairment
loss is recorded in the consolidated income statement.

A provision is set for lawsuits raised against the Group. This provision is based to an adequate
legal study prepared by the Group’s legal advisor. Moreover, the study highlights potential risks
that the Group may encounter in the future. Such legal assessments are reviewed periodically.

Fair value hierarchy:

The level in the fair value hierarchy is determined and disclosed into which the fair value
measurements are categorized in their entirety, segregating fair value measurements in accordance
with the levels defined in IFRS. The difference between Level 2 and Level 3 fair value measurements
represents whether inputs are observable and whether the unobservable inputs are significant, which
may require judgment and a careful analysis of the inputs used to measure fair value, including
consideration of factors specific to the asset or liability.
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Provisions for impairment - ECL

In determining impairment of financial assets, judgement is required in the estimation of the amount
and timing of future cash flows as well as an assessment of whether the credit risk on the financial
asset has increased significantly since initial recognition and incorporation of forward-looking
information in the measurement of ECL.

Hyperinflationary economies

According to the criteria established by IAS 29, in order to assess whether an economy has a
hyperinflationary inflation rate, the country’s economic environment is evaluated, analyzing whether
certain circumstances exist, such as:

e The country’s population prefers to keep its wealth or savings in non-monetary assets
or in a relatively stable foreign currency;

e Prices may be quoted in another relatively stable foreign currency;

e Sales and purchases on credit take place at prices that compensate for the expected
loss of purchasing power during the credit period, even if the period is short;

¢ Interest rates, wages and prices are linked to a price index; and

e The cumulative inflation rate over three years is approaching or exceeds 100%.

The Group has assessed that the economy of Yemen is considered hyperinflationary considering the
above criteria and hence the requirements of IAS 29 have been applied accordingly.

Inputs, assumptions and techniques used for ECL calculation — IFRS 9 Methodology

Key concepts in IFRS 9 that have the most significant impact and require a high level of judgment, as
considered by the Group while determining the impact assessment, are:

In accordance with IFRS 9, a significant increase in credit risk can be assessed at the group / portfolio
level if the common risk characteristics are shared. Any instruments that are collectively assessed
must have common credit risk characteristics. The bank has followed the following criteria for
determining the ECL calculation on a collective versus individual basis as follows:

Retail Portfolio: on Collective Basis based on the product level (Loans, Housing Loans, Car
Loans, and Credit Cards).

e Corporate Portfolio: individual basis at customer/ facility level.

e Financial Institutions: Individual Basis at Bank/ facility Level.

o Debt instruments measured at amortized cost: Individual Level at Instrument level.
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e Assessment of Significant Increase in Credit Risk (SICR)

To assess whether the credit risk on a financial asset has increased significantly since origination, the
Group compares the risk of default occurring over the expected life of the financial asset at the
reporting date to the corresponding risk of default at origination, using key risk indicators that are used
in the Group’s existing risk management processes.

Our assessment of significant increases in credit risk will be performed periodically for each individual
exposure based on three factors. If any of the following factors indicates that a significant increase in
credit risk has occurred, the instrument will be moved from Stage 1 to Stage 2:

1. We have established thresholds for significant increases in credit risk based on movement in the
customer’s internal credit grade and the related PDs relative to initial recognition.

2. Restructuring and/or Rescheduling on the customers’ accounts/ facilities during the assessment
period is considered as indicator for SICR.

Movements between Stage 2 and Stage 3 are based on whether financial assets are credit-impaired
as at the reporting date. The determination of credit-impairment under IFRS 9, is mentioned in the
“Definition of default” below.

e Macroeconomic Factors, Forward Looking Information (FLI) and Multiple Scenarios

The measurement of expected credit losses for each stage and the assessment of significant
increases in credit risk must consider information about past events and current conditions as well as
reasonable and supportable forecasts of future events and economic conditions. The estimation and
application of forward-looking information will require significant judgment in cooperation with
international expert in this area.

PD, Loss Given Default (LGD) and Exposure At Default (EAD) inputs used to estimate Stage 1 and
Stage 2 credit loss allowances are modelled based on the macroeconomic variables (or changes in
macroeconomic variables) that are most closely correlated with credit losses in the relevant portfolio.

Each macroeconomic scenario used in our expected credit loss calculation will have forecasts of the
relevant macroeconomic variables.

The estimation of expected credit losses in Stage 1 and Stage 2 will be a discounted probability-
weighted estimate that considers a minimum of four future macroeconomic scenarios.

The base case scenario will be based on macroeconomic forecasts (e.g.: GDP, inflation, interest

rate). Upside, downsidel and downside 2 scenarios will be set relative to our base case scenario
based on reasonably possible alternative macroeconomic conditions.
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Scenarios will be probability-weighted according to the best estimate of their relative likelihood based
on historical frequency and current trends and conditions. Probability weights will be updated on a
quarterly basis. All scenarios considered will be applied to all portfolios subject to expected credit
losses with the same probabilities.

e Definition of default

The definition of default used in the measurement of expected credit losses and the assessment to
determine movement between stages will be consistent with the definition of default used for internal
credit risk management purposes. IFRS 9 does not define default, but contains a rebuttable
presumption that default has occurred when an exposure is greater than 90 days past due.

Notwithstanding the above, the classification of credit facilities is governed by the Central Bank of
Jordan regulations unless local regulations in other countries are stricter, or the Bank has to adopt the
same by law.

The Group has set out the definition of default where a default is considered to have occurred when
either or both of the two following events have taken place:

* The obligor is considered unlikely to pay its credit obligations in full
* The obligor is past due for 90 days or more on any material credit obligation.

e Expected Life

When measuring ECL, the Group must consider the maximum contractual period over which the Bank
is exposed to credit risk. All contractual terms should be considered when determining the expected
life, including prepayment options and extension and rollover options. For certain revolving credit
facilities that do not have a fixed maturity, the expected life is estimated based on the period over
which the Group is exposed to credit risk and where the credit losses would not be mitigated by
management actions.

Compliance of the IFRS9 implementation

To ensure proper compliance of the IFRS9 implementation, a steering committee was formed
consisting of the Chief Risk Officer, Chief Financial Officer, Chief Credit Officer, Head of IT and Head
of Project Management with the responsibilities to provide decisions/ feedback on the work plan
regarding implementation and adoption of IFRS 9 to ensure all relevant policies and procedures are
updated in line with the new requirements and systems are modified / updated for the new
requirements, in addition to present the ECL results to the CEO and related Committees of the Board
of Directors.
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6. BUSINESS COMBINATIONS

Arab Bank Group owns 49% of OAB and the investment was accounted for as an associate in prior
years. Currently, Arab Bank has the power and the ability to appoint majority of OAB Board of Directors
(five out of nine) as a result of the amendments on OAB’s Article of Association. Accordingly, the
Group has obtained control over OAB and it was classified as a subsidiary.

Accordingly, the bank performed a valuation of OAB assets and liabilities which resulted in the recognition
of core deposits intangible with a total amount of USD 38.2 million.

Below are the fair values of the identifiable assets and liabilities of OAB as of the date of acquisition:

ASSETS USD '000
Cash and deposits with banks 763 005
Direct credit facilities at amortized cost 6 845 338
Financial assets at fair value through OCI 122 192
Other financial assets at amortized cost 501 751
Fixed assets 121 052
Other assets 211 815
Deferred tax assets 6 387
Intangible assets * 38 228
Total assets 8 609 768
LIABILITIES

Banks and financial institutions deposits 37 457
Customers’ deposits 7 156 649
Provision for income tax 11 706
Other liabilities 192 801
Subordinated debt 51 948
Perpetual bonds 188 449
Total liabilities 7 639 011
Total identifiable net assets at fair value 970 757
Non - controlling interests (520 205)
Goodwill arising on acquisition * 49 253
Purchase Consideration ** 499 805

* This amount represents the total Goodwill arising on acquisition. The Group’s share is amounted to USD 24.1 million and
the Group’s share of the intangible assets amounted to USD 18.7 million.
** This amount represents the value of the associate prior to the transaction.

Analysis of cash flows resulted from the control:

USD '000
Net cash acquired from Oman Arab Bank excluding balances 689 119
mature after 3 months (included in cash flows from investing activities)
Cash paid -
Net cash flows on acquisition 689 119
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7-PROVISION FOR IMPAIRMENT - ECL

The below table shows the ECL charges on financial instruments for the year recorded in the consolidated statement of income:

Balances with central banks

Balances with banks and financial
institutions

Deposits with banks and financial
institutions

Direct credit facilities at amortized cost

Debt instruments at FVTOCI

Debt instruments included in financial
assets at amortized cost

Indirect facilities

Total

Balances with central banks

Balances with banks and financial
institutions

Deposits with banks and financial
institutions

Direct credit facilities at amortized cost
Debt instruments included in financial
assets at amortized cost

Indirect facilities

Total

2021
Notes Stage 1 Stage 2 Stage 3 Total
USD '000 USD '000 USD '000 USD '000
g ( 249) 60 449 ) 60 200
. ( 151) ) ) ( 151)
1810 ) ) 1810
" (1810) (1810)
1 (36 080) 185 065 307 208 456 193
446 - 1039 593
o (1039) (5%3)
(5 649) ( 680) - (6329)
14
25 (7728) (3743) 64 054 52583
(51 221) 241091 370223 560 093
2020
Notes Stage 1 Stage 2 Stage 3 Total
USD '000 USD '000 USD '000 USD '000
6 54 133538 i 133 592
429 - ’ 429
9
1021 - i 1021
10
323398
i 26 824 152 915 503 137
( 402)
111 1091 800
14
6103
320 12928 19351
25
28 759 300 472 329 099 658 330
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8 - CASH AND BALANCES WITH CENTRAL BANKS
The details of this item are as follows:

31 December

2021 2020
USD *000 USD '000

Cash in vaults 774 302 673 453
Balances with central banks:

- Current accounts 4868 254 4614 615

- Time and notice 5082 189 3749 222

- Mandatory cash reserve 1484 161 1613 267

- Certificates of deposit - 299 421

Less: Net ECL Charges (201912) (142 351)

Total 12 006 994 10 807 627

- Except for the mandatory cash reserve, there are no restricted balances at Central Banks.

- Balances and certificates of deposit maturing after three months amounted to USD 25 million as of 31 December 2021 (USD 25 million as of 31 December 2020 ).

The Classification of gross balances with Central Banks according to the Group's internal credit rating is as follows:

31 December 2021 31 December

2020
Stage 1 Stage 2 Stage 3 Total Total
USD '000 USD '000 USD '000 USD '000 USD '000
Low risk / performing 10 715 769 - - 10 715 769 9711578
Acceptable risk / performing - 718 835 - 718 835 564 947
Total 10 715 769 718 835 - 11 434 604 10 276 525

-Probability of default at low risk 0.0% - 0.22%
-Probability of default at acceptable risk 0.22% - 28%

The movement on total balances with central banks is as follows:

31 December 2021 31 December

2020
Stage 1 Stage 2 Stage 3 Total Total
USD '000 UsSD '000 USD '000 USD '000 USD '000
Balance at the beginning of the year 9711578 564 947 - 10 276 525 7380833
Acquisition of Oman Arab Bank ( Note 6 ) 470 346 - - 470 346 -
Amended balance at the beginning of the year 10 181 924 564 947 - 10 746 871 7380833
New balances (Additions) 1653198 153 888 - 1807 086 3074063
Repaid balances (917 455) - - (917 455) (261 483)
Transfers to stage 1 - - - - -
Transfers to stage 2 - - - - -
Transfers to stage 3 - - - - -
Translation Adjustments (201 898) - - (201 898) 83112
Balance at the end of the year 10 715 769 718 835 - 11 434 604 10 276 525
The movement of ECL charges on balances with central banks is as follows:
31 December
31 December 2021 2020
Stage 1 Stage 2 Stage 3 Total Total
USD '000 USD '000 UsSD ‘000 UsD '000 USD '000
Balance at the beginning of the year 2797 139 554 - 142 351 8808
New ECL charges during the year 339 60 449 - 60 788 1351